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Brian T. Keane
President and
Chief Executive Officer

Periods of economic slow-
down, such as the one we have
experienced for the past two
years, are inevitable in a capital-

ist economy. They are beyond

our control, and there is little

value in dwelling on their
adverse consequences. It is
far more important to focus
on what Keane is doing to

capitalize on the opportunities

created by this unfavorable
economic environment to better position itself for the future and to
maximize long-term per share value.

In that spirit, Keane has a strong story to tell,and | am
proud of our accomplishments over the past year. Entering 2001,
our management team targeted a series of priorities closely aligned
with maximizing shareholder value. Overall, we wanted to enhance
our strategic focus, simplify our organization, and invest in areas that
provide increased financial leverage. More specifically, our priorities
for 2001 were to divest our Help Desk business, increase critical
mass and average branch size through an accretive acquisition,
establish Keane as a clear leader in Application Development and
Management (ADM) Outsourcing, increase Keane’s value proposition
by adding an offshore delivery capability, and optimize our generation

of cash.

Performance Against 2001 Priorities

In February of 2001, Keane successfully divested its Help Desk
operation for $16 million in cash. As a result, we exited a low
margin, capital-intensive business that had minimal synergies with our
other operations. More importantly, we eliminated a management
distraction and enabled the organization to focus on Keane’s core
businesses, where we saw far greater opportunities.

Second, on November 30, we closed our acquisition of Metro
Information Services. This deal brought Keane approximately $200
million in new revenues and significantly enhanced our critical mass
and average branch size. The power of this acquisition will result
from the tremendous cost and revenue synergies that we expect to
achieve. Notably, 26 of Metro’s 3| branch operations overlapped
geographically with existing Keane branch offices. By consolidating
these field operations as well as the corporate functions, we are on
track to eliminate in excess of $15 million in redundant Selling,
General and Administrative (SG&A) costs.

The potential for revenue synergies is equally compelling. Of
Metro’s top 300 customers, who represented 90% of Metro’s revenue
for the twelve months prior to the acquisition, 236 were brand new
customers to Keane. Thus, through this acquisition, Keane gained
hundreds of new customers to whom we can cross-sell our sujte of
plan, build, and manage services. We are confident that Metro will be
a very successful acquisition for our Company, and that it will provide
Keane with a greater platform for growth when the economy and IT

spending rebound.
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Priorities for 2002

We are committed to achieving rapid and successful integration
of the Metro and SignalTree acquisitions so that we fully realize the
benefits. Keane’s management team recognizes that we have made
significant investments in these acquisitions and that we are account-
able for meeting or exceeding expected results. Towards this end, we
have already made excellent progress in integrating Metro, and we
anticipate that we will achieve all cost synergies by mid-year. While it
typically takes up to two years to fully realize revenue synergies, we
are encouraged by the early success our field operations have had in
cross-selling Keane’s services.

Our second priority for 2002 is to capitalize on our momentum
and further strengthen our leadership position in ADM Outsourcing.
Our goal is to be nothing less than the best in the world at selling
and delivering ADM Outsourcing solutions to our customers.

To ensure our continued leadership in this market, Keane will make
a number of investments in 2002 that will further differentiate our
solution. The first of these is the previously mentioned acquisition of
SignalTree Solutions, which will provide Keane with a cost-effective,
world-class offshore development capability.

In addition, Keane is committed to maintaining thought leadership
in the ADM Outsourcing space. To achieve this, we are investing in

new ways to help our customers more effectively measure the

| Keane is positioned with high operating
~ leverage and earnings power to fully benefit
' from an economic turnaround.

business value of their |T activities. Ve are positioning our ADM
Outsourcing service as a means by which our customers can
optimize their entire application portfolio lifecycle. By aggressively
managing their application portfolio as a lifecycle, customers will be
able to reap benefits by consolidating redundant systems and more
quickly decommissioning end-of-life systems where support costs
exceed the business benefits.

Keane’s third priority is to capitalize on our newly acquired off-
shore development capability. As mentioned previously, we are seeing
a strong desire among Global 2000 corporations to leverage the
economic and quality advantages of Indian offshore development
facilities. It is our belief that many of our customers can benefit by
moving a portion of their application development and management
work offshore. Besides the obvious cost advantages, we can provide
access to world-class quality processes through our facilities in India,
both of which have been independently assessed at Level 5 on the
Software Engineering Institute's (SEI) Capability Maturity Model
(CMM). During the course of this year, we will be working with
many of our customers to identify the type of work that best lends
itself to offshore delivery. Throughout this process, our customers
will maintain the flexibility to move work to or from India at a pace
of their own choosing. For Keane, the benefits are clear. With a
more comprehensive value proposition to offer our clients, we

should be able to win more business at higher margins.
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LEADERSHIP

Our Leadership Team

Keane’s Leadership Team is a diverse
group of experienced managers from
field operations and critical corporate
functions. The foundation of their
management philosophy is based on
our Guiding Principles.

Guiding Principles

Critical Mass — In the IT services industry, achieving critical mass is a
key driver of profitability because it allows us to reduce SG&A cost as
a percentage of revenue. Keane seeks critical mass at the company,
business unit, account, and project levels.

Recurring Revenue & Repeat Business — Keane focuses on
sustaining consistent levels of revenue growth by establishing long-term
business arrangements with repeat clients.

Geographic Focus — Keane desires to maintain a high degree of
geographic focus to maximize critical mass and to not dilute our
efforts or investments. Keane strives to be one of the top three
providers in each of the markets it serves.

Business Focus — Keane believes in the merits of focusing on only a
few, synergistic business areas where it has or can achieve industry
leadership.

Teamwork/Boundaryless Organization — To achieve our
potential, it is essential that we operate as one Keane team. All
Keane employees are empowered to tap into any part of the Keane
organization, regardless of geographic or business unit boundaries, to
pult together the best solutions for our customers.

Keane's Leadership Team: Robert B. Atwell Senior Vice President, North American Branch Operations; Irene Brown Managing Director; Keane Ltd;
Senior Vice President, Keane, Inc.; Brian T. Keane President and Chief Executive Officer; John ). Leahy Senior Vice President, Finance and Administration
and Chief Financial Officer; Raymond W. Paris Senior Vice President, Healthcare Solutions; Renee Southard Senior Vice President, Human Resources;
Linda B.Toops President, Keane Consulting Group; Senior Vice President, Keane, Inc.

Operational Excellence —We will continue to pursue a high
degree of operational excellence in how we run our business, and
all employees are encouraged and expected to foster a culture of
continuous improvement in everything we do.

Acquisitions — Keane recognizes that the IT services industry is
poised for consolidation and anticipates using acquisitions as a cost-
effective means to reduce the cycle time of gaining critical mass and
enhancing cash flow.

Proactive Communications — The Company develops strong
relationships with customers, employees, and shareholders through
frequent, straightforward communications.

Commitment to Core Values — Keane conducts business and
manages its organization in accordance with five fundamental core
values. These core values are: Respect for the Individual,
Commitment to Client Success, Achievement through Teamworlk,
Integrity, and Driven to Continuously Improve.

Invest in People & Culture — The Company is committed to build-
ing and propagating its client-focused culture through the training and
development of its technical, sales, and managerial employees.
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SERVICES

Keane’s business is built upon three highly synergistic services
that cut across the full plan, build, and manage spectrum: Business
Consulting, Application Development and Integration (ADI), and
Application Development and Management (ADM) Outsourcing.
Offering an integrated mix of end-to-end business and IT solutions
helps to position Keane as a strategic partner to its customers, and
enables the Company to maximize the business value of a client’s
application portfolio. Delivering services that support a customer’s
full lifecycle needs also provides Keane with long-term client relation-

ships and frequent opportunities for cross-selling.

Application Development and Management
Outsourcing

Keane's highest priority business focus and flagship offering is its
Application Development and Management (ADM) Outsourcing ser-
vice. Outsourcing engagements help to grow Keane’s base of recur-
ring revenue, because these projects are frequently very large,
between $25 and $500 million, with long-term contracts of three to
seven years in duration. As part of its ADM Outsourcing service,
Keane typically assumes responsibility for the ongoing maintenance,
support, enhancement, and development activities of all or part of a
client’s application portfolio. Keane generally delivers immediate busi-
ness benefit to its outsourcing customers through reduced costs,
improved IT performance, and increased organizational flexibility.
Core to Keane's success is a passionate belief in implementing rigor-
ous process and management disciplines, combined with meaningful
performance metrics, as a means to achieve substantial performance

improvements.

During 2001, Keane’s leadership position in ADM Outsourcing

was validated by independent research firms and industry metrics. In iy
a study of the six largest application outsourcing providers in North
America, GartnerGroup positioned Keane as the leader in both com-
pleteness of vision and ability to execute.* The effectiveness of
Keane’s ADM Outsourcing delivery capability is also underscored by
its performance on industry standard benchmarks such as the
Software Engineering Institute’s (SEl) Capability Maturity Model
(CMM) and the QSM Productivity Index. The SEI CMM has become

the industry’s standard method for evaluating the effectiveness of an BY

IT environment and the process maturity of outsourcing vendors. In
an accomplishment unmatched by competition, 37 of Keane’s out-
sourcing engagements have been independently assessed at Level 3
or 4 using the SEIl CMM. In addition, an analysis by QSM Associates
found that Keane's higher productivity consistently allows it to use
smaller teams and expend less effort than the industry average.
Keane is committed to extending its vision and thought leader-
ship in application outsourcing. In the mid-1990’s, Keane became the
first outsourcer to make a commitment to the SEI CMM by integrat-
ing it within its service offering and using it as a means to objectively
measure success. Keane also became the first outsourcer to add a
near-shore option to its delivery model with the establishment of an
Advanced Development Center in Halifax, Nova Scotia in 1997.
Today, with the addition of two SEI CMM Level 5 rated facilities in
India, Keane has become one of the first outsourcers to offer a truly

seamless client service delivery model. Keane's customers can now

*Source: Gartner "Application Outsourcing Magic Quadrant: Any Surprises?"”,
Rita Terdiman, March 2001.
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SERVICES

it

Keane India l.td

Keane India Ltd pro-

vides Keane’s customers
with access to the world-
class processes, quality,

and economic advantages
available from its two
development centers locat-
ed in Delhi and Hyderabad,
India. These technology centers are independently assessed at
Level 5 on the Software Engineering Institute’s (SEI) Capability
Maturity Model (CMM) and comply with ISO 900! standards.
Keane India Ltd was established after the acquisition of
SignalTree Solutions, which has been providing application
development and management services to clients in the United
States and the United Kingdom since 1982.

The combination of an offshore delivery capability with
Keane’s industry-leading ADM Outsourcing expertise provides a
compelling value proposition for clients eager to integrate off-
shore as part of their application portfolio strategy.

allocate work between a variety of delivery options including on-site at a
client’s facility, off-site at a remote location, near-shore in Halifax, Nova
Scotia, and offshore in India — all with consistent processes, management
disciplines, and performance metrics. Keane's extended delivery model
provides customers with the enhanced flexibility necessary to optimize
their application portfolios. For example, clients will now be able to
migrate and consolidate outdated or end-of-life systems with the most

suitable combination of economic advantage and reduced risk.

Application Development & Integration

Keane’s Application Development and Integration (ADI) services
provide customers with confidence that they can rapidly implement
strategic applications on time and within budget. Keane targets busi-
ness-critical projects that require strong project and program man-
agement, complex integration, and knowledge of varied technology.
Within ADI, Keane’s expertise lies in enterprise application integra-
tion, supply chain optimization, and customer service — areas where
executives seek strategic advantage and improved efficiencies. The
Company also provides ADI services for the growing public sector
and healthcare markets.

Application software is becoming more complex, requiring
tighter and more sophisticated integration between front-end and
back-end systems to enhance access to critical corporate data. As a
result, Keane’s core competencies in project and program manage-
ment, IT architecture, and systems integration strongly position it to
capture large-scale ADI projects from both the commercial and
public sector markets. Through many years of development experi-
ence, Keane knows that the timeless ingredient of project success is
not technology, but rather solid project management, which enables
it to consistently and reliably deliver projects on time, within budget,
and to specifications. In addition, Keane’s seamless client service
delivery model provides a flexible, cost-effective, and scalable means
of distributing development efforts to match an individual client’s
cost, time, risk, and technology requirements.

Keane’s long-term customer relationships, project management

expertise, and broad base of technical know-how enable it to capital-
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First National Employs Keane CRM Solution
to Improve Customer Service

When the Consumer Finance Division of First National
Bank, one of the leading Finance Houses in the United Kingdom,
wanted to further enhance its understanding of customer
requirements, it selected Keane Ltd to implement a Customer
Relationship Management (CRM) solution. The new, customized
application helps First National's sales agents to efficiently
capture and access mortgage and loan customer information,
while accelerating service by automating back-office processes
and intelligently routing sales and service tasks.

Based on an initial study and a series of user workshops,
Keane configured and integrated the CRM software with First
National's back-office systems. Keane decreased implementation
risk and ensured an early realization of benefits by using a
phased Rapid Application Development approach to deliver the
system in individual elements with established deadlines, sequen-
tially piloting each element with targeted business users. Keane
completed the project on time, under budget, and with additional
functionality, and is now working with First National to develop
the next phase.

ize on increases in technology-related spending. Business demands
for new applications do not disappear, but are frequently deferred
awaiting better times, thus creating a significant pent-up demand for
development services. As a result, ADI is expected to be one of the
fastest growing segments of the IT services marketplace when the

economy recovers.

Business Consulting

Keane’s Business Consulting services assist clients to succeed in
today’s tough economy. Primarily delivered by Keane Consulting
Group (KCG), these services focus on providing operations improve-
ment and business process transformation with an emphasis on deliv-
ering measurable business benefit. Whether the goal is integrating
mergers and acquisitions, streamlining operations, optimizing supply
chains, aligning IT and business strategies, or enhancing customer
relationships, Keane’s Business Consulting services enable customers
to create sustainable competitive advantage.

KCG works with corporations to maximize their productivity
and minimize their costs by identifying high-value business opportuni-
ties and supplying strategy and implementation services. KCG focus-
es its services primarily on two market segments: insurance and
financial services, and manufacturing and distribution. The healthcare
sector, under pressure to comply with the Health Insurance
Portability and Accountability Act (HIPAA), also offers fertile ground
for improving efficiency by moving from paper to electronic work-
flows, implementing supply chain m::m:nt.m:ﬁm, and improving
customer service.

Business Consulting is an integral component of Keane’s strategy

to build long-term value through close and lasting customer relation-
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SERVICES

Healthcare Solutions Provides Oaklawn
Hospital with Comprehensive IT Systems

Oaklawn Hospital has provided the community of Marshall,
Michigan with high quality medical care delivered with a personal
touch for over 75 years. With roots as a rural medical outpost,
Oaklawn has evolved into a thriving full-service facility offering a
wide array of patient services.

To optimize and integrate its IT systems, Oaklawn utilizes a
full suite of information systems from Keane's Healthcare
Solutions Division, and will soon begin installing iMed Access,
Keane'’s web-enabled clinical application that helps physicians and
clinicians improve the delivery of care within a health system.
Working with the core clinical applications, iMed Access brings
complete clinical patient information directly to the point of
service in a browser-based, interactive format.

Keane provides an integrated suite of healthcare information
systems for patient management, health information management,
enterprise information, financial management, clinical, and
patient care.

ships. These types of services forge a strong bond between the
Company and a client’s senior executives, and involve Keane early in
the project investment cycle. In addition, business consulting engage-
ments frequently lead to downstream software development and out-

sourcing projects.

Healthcare Solutions

Keane serves the healthcare sector through its Healthcare
Solutions Division (HSD). HSD develops and markets a complete
line of patient management, financial management, clinical, long-term
care, and practice management systems. Keane also provides consult-
ing, software development and integration, and ADM Outsourcing
services for the healthcare community. Through its software pack-
ages and related services, Keane helps healthcare organizations over-
come the challenge of providing higher quality patient care while
administering more efficient operations through the effective use and
management of information technology.

Keane’s full suite of services enable customers to become fully
compliant with HIPAA, a federal legislative act designed to improve
efficiency in the national healthcare system and protect the privacy of
health information. HIPAA is expected to have far-reaching
implications for healthcare payers and providers, and it is becoming a
pressing concern as regulatory deadlines loom.

Achieving compliance creates opportunities for the use of HSD
software, and requires business consulting as well as strong project
management and ADI services. Keane'’s approach is to help clients
go beyond meeting minimal levels of regulatory compliance in order
to gain significant cost synergies and competitive advantage by

leveraging process improvements and new technology.
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The beauty of the IT services industry and Keane's business
model is its simplicity. There are a handful of timeless business princi-
ples that are core to our long-term success: critical mass, recurring
revenue, and operational excellence. Keane's vision is to be one of
the world’s great IT services firms, as measured by our ability to gen-
erate value for our customers, employees, and shareholders. QOur
ability to achieve this vision is based on how effectively we adhere to
these enduring business principles. In the coming year, Keane will
focus on several initiatives that incorporate these principles, which

should drive us down a path to maximize long-term per share value.

Increasing Market Share and Critical Mass

Historically, the most sustainable gains in market share are made
in down economic environments by financially strong companies with
a clear direction and sound infrastructures. Over the past year,
Keane gained market share and increased critical mass through its
acquisitions of Metro Information Services and SignalTree Solutions.
Looking forward, we remain intently focused on achieving further
increases in critical mass through both organic growth and additional
acquisitions. A key objective is to enhance Keane’s average branch
size. Our largest branch offices consistently generate the best
margins and the most predictable financial results. The primary
reason for this is that SG&A costs can be spread over a larger base
of revenue. Additionally, these big branches have greater presence
and mind share in their local markets, which facilitates sales and

enables the recruitment of top technical and managerial talent.

Extending Leadership in Application Outsourcing
Keane’s ADM Outsourcing service is already acknowledged as the
North American market leader. We are driven, however, to be recog-
nized as the best in the world in application outsourcing, and we will
continue to invest to make this a reality. Why? First, because applica-
tion outsourcing represents a massive market opportunity. Though
the outsourcing industry has grown over the past ten years, the vast
majority of application management work continues to be done
in-house by Global 2000 companies. As a result, industry observers
project that the market for application outsourcing will increase
rapidly over the next several years. Second, application outsourcing
provides Keane with a large and stable base of recurring revenue,
which we believe must be the foundation of any successful services
company. Third, outsourcing projects supply Keane with an incum-
bent platform from which to cross-sell other plan, build, and manage

services. And fourth, we face relatively few competitors in the out-

sourcing space as company size, comprehensive delivery capabil
and extensive client references act as a formidable barrier to
market entry.

To increase Keane’s differentiation and leadership in application
outsourcing, we plan to extend our delivery capabilities and continual-
ly enhance the effectiveness of our processes and metrics. An exam-
ple of this is the recent acquisition of SignalTree Solutions, which
equips Keane with offshore facilities that greatly enhance the value
proposition we offer clients. In addition, we are adding muscle to our

ADM Outsourcing service offering by addressing the growing need in
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many organizations to achieve application rationalization. This allows
clients to streamline their application portfolios and realize significant
cost savings by eliminating redundant systems and aggressively retiring

legacy applications that generate minimal business value.

Taking Operational Excellence to a New Level

Operational excellence has long been a hallmark of Keane. From
our Productivity Management methodology, early adoption of the SEI
CMM, creation of our groundbreaking near-shore facility in Halifax, to
the launch of our Center for Excellence, Keane has led the way in
continuously improving how it manages and delivers its services to
clients. Keane applies the same rigorous management disciplines to
the running of its own business. This diligent operational orientation
and commitment to continuous improvement enables Keane to be
responsive to ever-changing customer needs and business conditions.
This, in turn, increases our ability to generate strong cash flow in all
economic cycles. In 2002, Keane will concentrate on improving its
delivery excellence through enhancements to its quality processes
and project management execution. In addition, we are investing in
leadership training and a new enterprise architecture, which should
significantly improve management effectiveness and organizational

scalability.

Positioned to Leverage Economic Recovery

An economic upturn is inevitable, and Keane’s objective is to gain
disproportionate benefit from increases in IT spending. This strategy
capitalizes on our acquisitions, which have provided Keane with hun-
dreds of new Global 2000 clients, and our long-term relationships
with existing customers. As spending recovers, Keane will profit from
its enlarged base of customers, most of whom have growing pent-up
demand for new IT initiatives, and from our incumbent position at
large companies that are dependent on information technology. In
addition, Keane believes that it has constructed a business model and
infrastructure that can support substantial growth in revenues with-
out a proportional increase in SG&A expenses.

Keane believes that the combination of these factors should
enable the Company to achieve its long-term financial target of
operating margins of 12-15%. [J
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a line of business, Keane responds. Our seamless client service deliv-

ery model provides even greater flexibility, offering a combination of
on-site, off-site, near-shore, and offshore capabilities to support any
need. This model offers our clients accountability through a single
point of contact; predictability through common processes, manage-
ment, and metrics; and cost-effectiveness through the ability to move
work to the optimal location to meet budget, time, and technology
requirements. Moving at their own pace, our clients gain the benefits
of distributed development and support without incurring risk and

extra management effort.

We Are Committed to Delivering
Measurable Business Value

Industry-leading technical performance is not enough. We want
to deliver measurable business value to our clients. We strive to
optimize IT performance to provide the highest possible business
benefit. This strategy is based on the concept of information domi-
nance and can be implemented only through the use of metrics and
world-class processes. Optimizing business benefits is a continuous
improvement effort. It requires constant information capture and
analysis using a standard means of measuring business value. This
analysis identifies where resources are being spent, reveals which
activities provide the greatest value to the business, and enables us to

shift resources to areas of greatest benefit. Keane’s world-class

processes provide a consistent, reliable means of capturing the
required information, and a predictable and manageable platform for

optimizing performance. [

Looking Ahead

As we look forward to the challenges before us, Keane remains
committed to our vision of being one of the world’s great IT ser-
vices firms, as measured by our ability to build long-term value for
our customers, employees, and shareholders. Steady, long-term
relationships with a large and growing base of satisfied customers
bring recurring revenues, reduce the cost of sales, present a formi-
dable barrier to competition, and provide insulation from economic
cycles. We intend to exceed our customers’ expectations with
innovative and industry-leading services that provide measurable
business benefits backed by superlative delivery. We plan to take
advantage of the current economic climate to strengthen and
extend these critical relationships and position ourselves to fully
capitalize on market opportunities created by the economic recov-
ery. By helping our clients achieve success in challenging times, we
will earn our position as the “go to” IT partner for our clients’

future technology needs.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

This Annual Report contains forward-looking statements. For this purpose, any statements contained herein that are not statements
of historical fact may be deemed forward-looking statements. Without limiting the foregoing, the words "believes,” "anticipates,”
"plans,” "expects" and similar expressions are intended to identify forward-looking statements. There are a number of important
factors that could cause the Company's actual results to differ materially from those indicated by such forward-looking statements.
These factors include, without limitation, those set forth under the caption "Certain Factors That May Affect Future Results.”

Critical Accounting Policies — The discussion and analysis of Keane's financial condition and results of operations
are based on consolidated financial statements, which have been prepared in accordance with accounting principles
generally accepted in the United States. The preparation of these financial statements requires Keane to make estimates
and judgments that affect the reported amount of assets and liabilities, revenues and expenses, and related disclosure
of contingent assets and liabilities at the date of its financial statements. Actual results may differ from these estimates
under different assumptions or conditions.

Critical accounting policies are defined as those that are reflective of significant judgments and uncertainties, and
potentially result in materially different results under different assumptions and conditions. Application of these policies
is particularly important to the portrayal of Keane’s financial condition and results of operations. The Company
believes that the accounting policies described below meet these characteristics. Keane’s significant accounting policies
are more fully described in the notes to the consolidated financial statements.

Revenue Recognition: Keane recognizes revenue as services are performed or products are delivered in accordance

with contractual agreements and generally accepted accounting principles. For general consulting engagements, revenue
is recognized on a time and materials basis as services are delivered. For the majority of our outsourcing engagements,
the Company provides a specific level of service each month for which it bills a standard monthly fee. Revenue for
these engagements is recognized in monthly installments over the billable portion of the contract. These installments
may be adjusted to reflect changes in staffing requirements and service levels consistent with terms of the contract.

For fixed price engagements, revenue is recognized on a percentage of completion basis over the life of the contract.
Percentage of completion recognition relies on accurate estimates of the cost, scope and duration of each engagement.
If the Company does not accurately estimate the resources required or the scope of the work to be performed, then
future consulting margins may be negatively affected or losses on existing contracts may need to be recognized. All
future anticipated losses are recognized in the period they are identified.

Revenue associated with application software products is recognized as the software products are delivered or installed
on a milestone basis. Software maintenance fees on installed products are recognized on a pro-rated basis over the
term of the service agreement.
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Results of Operations, 2001 vs. 2000 = The Company’s revenue for 2001 was $774.0 million, a 7% decrease from
revenue of $833.6 million in 2000, excluding revenue associated with Keane's divested Help Desk business or $779.2 million
in 2001 compared to $876.9 million in 2000, including $43.3 million of revenue from this divested business. Keane's
revenue during 2001 was negatively impacted by the economic slowdown and the related reduction in technology spending.
However, this was partially offset by a $16.8 million increase in revenue from the Company's public sector business and
a $31.0 million increase in revenue from its Application Development and Management (ADM) Outsourcing service.
ADM Outsourcing revenue represented 51% of total revenue during 2001 or $393.9 million, an increase of 8.5% from
$363.0 million during 2000.

For 2001, revenue from the Company’s Plan services was $75.3 million, down from $107.1 million in 2000. Plan revenue
is primarily comprised of business consulting delivered via Keane Consulting Group (KCG), the Company’s business
consulting arm, and IT consulting services, which are sold and implemented out of Keane’s network of branch offices.
Plan revenue for 2001 was negatively impacted by a general deferral of capital expenditures and consulting projects.

For 2001, revenue from the Company’s Build services was $265.9 million, down from $327.1 million in 2000, prior to
all one-time charges or $322.2 million in 2000, including all one-time charges. During the Fourth Quarter of 2000,
Keane incurred a charge of $13.5 million, of which $8.6 million was related to the consolidation and/or closing of certain
non-profitable branch offices, employee severance costs, facility leases, and for other miscellaneous purposes, with the
balance related to increased reserves against accounts receivable. During the Fourth Quarter of 2001, Keane booked
$10.4 million in one-time charges relating to the costs of terminations, office closures, and asset write-downs associated
with gaining synergies from the acquisition of Metro Information Services.

As anticipated, Keane’s Build revenue, which consists primarily of application development and integration business, was also
adversely affected in 2001 by the challenging economic environment and the related deferral of new software development
projects in both North America and the United Kingdom. This decline was offset in part by ongoing Build project revenue
from existing Global 2000 customers and revenue of $128.4 million attributable to Public Sector business from federal and
state governments. Engagements within the Public Sector represented approximately 16.5% of Keane’s total revenue in 2001.

Revenue from the Company’s Manage services, which consist primarily of Keane’s ADM Outsourcing service, as well as
Application Maintenance and Migration services, grew to $432.7 million during 2001, an increase of 8% from $399.2 million
in 2000, excluding revenue from divested businesses and one-time charges. Manage revenue was $437.9 million in 2001
and $437.6 million in 2000, including the divested Help Desk business and one-time charges. Keane’s 200} revenue from
Manage services included approximately $16.0 million as a result of its acquisition of Metro Information Services on
November 30,2001. Revenue from the Company's divested Help Desk business was approximately $43.3 million during
2000 and $5.2 million during 2001. On February 12,2001 the Company sold its Help Desk operation to Convergys
Corporation in return for $15.7 million in cash.

The increase in Keane’s Manage revenue during 2001 was driven by continuing sales growth in the Company's ADM
Qutsourcing business, as Global 2000 customers seek to improve productivity and efficiencies associated with the
management and enhancement of their application portfolios. This business has not been as negatively impacted by
the economy as Keane’s Build business. Based on the increase in ADM Outsourcing bookings and growth of the sales
pipeline during 2001, the Company anticipates that this business will continue to increase in 2002. One significant
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Interest and dividend income totaled $7.0 million for 2001, compared to $7.7 million for 2000. The slight decrease in interest
and dividend income was attributable to having less cash earning interest and dividend income as a result of using cash for
acquisitions and the repurchase of Keane stock, and as a result of interest rate declines. Other income was $2.7 million for
2001 as compared to other expense of $0.9 million in 2000. This increase in other income was related to a gain of $4.0
million from the sale of Keane'’s Help Desk operation, partially offset by the Company’s decision to write-off certain equity
investments totaling $2.0 million during the First Quarter of 2001, and gains from the sale of investments.

The Company’s effective tax rate was 40.5% in 2001 and 2000.

Net cash provided from operations was $83.2 million during 2001, before proceeds from the sale of the Help Desk
business of $15.7 million and the investment of $4.0 million for the repurchase of Keane shares and $96.1 million
during 2000. The Company is focused on continuing to optimize cash flow in order to fund potential mergers and
acquisitions, stock repurchases, and to build long-term shareholder value.

Results of Operations, 2000 vs. [999 —The Company’s revenue for 2000 was $872.0 million,a 16% decrease from
$1.04 billion in 1999. The decrease in revenue was primarily a result of the rapid decline in the Company’s Year 2000
(Y2K) compliance revenue. Y2K-related revenue for 2000 was $5.4 million, down 97.4% from $206.1 million in 1999.
Excluding Y2K-related business, revenue for 2000 was $871.5 million, an increase of 4.4% as compared to similar core
non-Y2K revenue in 1999. The Company believes this increase was indicative of the Company’s strong positioning

in its three core business lines, Business Consulting (Plan), Application Development and Integration (Build), and
Application Development and Management Outsourcing (Manage). Keane's Plan, Build, and Manage revenue for 2000,
excluding Y2K-related revenue, was $107.1 million, $327.1 million, and $437.3 million, respectively.

Salaries, wages, and other direct costs for 2000 were $621.2 million, or 71.2% of revenue, compared to $702.8 million,
or 67.5% of revenue for 1999. This increase as a percentage of revenue was due primarily to lower utilization of the
Company’s billable headcount, caused by the decline of Y2K revenue. In order to bring costs in closer alignment with
revenue, in the fourth quarter of 2000, the Company incurred a charge of $13.5 million, of which $8.6 million, or 1.0%
of revenue, is related to the consolidation and/or closing of certain non-profitable branch offices, employee severance
costs, facility leases, and for other miscellaneous purposes.

During the Second Quarter of 2000, the Company identified ten under-performing branch offices, which had lost critical
mass as a result of the Y2K transition and were no longer profitable. Throughout the year, Keane took action to
address these under-performing business units through the consolidation of operations, internal growth, the upgrading
of management and sales personnel and office closures.

Selling, General & Administrative (“SG&A”) expense for 2000 were $201.9 million or 23.1% of revenue, compared to
$199.0 million or 19.1% of revenue in 1999. This increase was primarily attributable to the decrease in the Company’s
revenue and investments the Company continued to make in the development and marketing of its core business lines.

Amortization of gocdwill and other intangible assets for 2000 was $12.4 million, or 1.4% of revenue, compared to $9.2 million,
or 0.9% of revenue, in 1999. The increase was primarily attributable to acquisitions made during the current and prior year.
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fiscal year beginning after December 15,2001. Because of the different transition dates for goodwill and intangible
assets acquired on or before June 30,2001 and those acquired after that date, pre-existing goodwill and intangibles
will be amortized during this transition period until adoption whereas new goodwill and indefinite lived intangible
assets acquired after June 30, 200! will not. The Company is currently in the process of evaluating the impact

FAS 142 will have on its financial position and results of operations.

In October 2001, the FASB issued SFAS No. 144, "Accounting for the Impairment or Disposal of Long-Lived Assets.”
SFAS No. 144 supersedes SFAS No. 121, "Accounting for the Impairment of Long-Lived Assets and for Long-Lived
Assets to Be Disposed Of" and provides a single accounting model for long-lived assets to be disposed of. The
Company is required to adopt SFAS No. 144 for the fiscal year beginning after December 15,2001 and is currently
in the process of evaluating the impact on its consolidated financial statements.

Liquidity and Capital Resources — The Company’s cash and investments at December 31,2001 increased to
$129.2 million from $115.2 million at December 31,2000. This increase was primarily attributable to the continuing
efforts by the Company to decrease its Days Sales Outstanding (“DSO”). The decrease in accounts receivable was offset
by payments for acquired debt related to the Metro acquisition of $65.9 million and purchases of property, plant

and equipment of $7.6 million. In addition to these payments, the Company spent $4.0 million on the purchase

of 326,200 shares of its stock at an average price of $12.40 per share.

On March 15,2002 the Company acquired SignalTree Solutions Holding, Inc., a privately—held, U.S. based corporation
with two software development facilities in India and additional operations in the United States. The Company paid
approximately $64.5 million in cash for the acquisition. As a result, this transaction will reduce the Company’s cash
position at the end of the First Quarter of 2002.

On September 19, 2001, the Company announced that its Board of Directors had authorized the Company to
repurchase up to 1,542,800 shares of its common stock over the next 12 months. Since May of 1999, the Company
has invested $108.9 million to repurchase 5,457,200 million shares of its common stock under three separate autho-
rizations. The timing and amount of additional share repurchases will be determined by the Company’s management
based on its evaluation of market and economic conditions and other factors. A total of 326,200 shares of Common
Stock were repurchased during the First Quarter of 2001. There were no shares repurchased during the Second,
Third or Fourth Quarter of 2001. The Company maintains and has available a $10 million unsecured demand line

of credit with a major Boston bank for operations and acquisition opportunities.

Based on the Company’s current operating plan, the Company believes that its cash and cash equivalents on hand, cash
flows from operations, and its current available line of credit will be sufficient to meet its current capital requirements
for at least the next twelve months.

Impact of Inflation and Changing Prices — Inflationary increases in costs have not been material in recent years
and, to the extent permitted by competitive pressures, are passed on to clients through increased billing rates. Rates
charged by the Company are based on the cost of labor and market conditions within the industry. The Company
was able to increase its billing rates over its increases in direct labor costs in 2001.
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The process of integrating acquired companies into Keane's existing business may also result in unforeseen difficulties.
Unforeseen operating difficulties may absorb significant management attention, which Keane might otherwise devote
to its existing business. In addition, the process may require significant financial resources that Keane might otherwise
allocate to other activities, including the ongoing development or expansion of Keane's existing operations.

Finally, future acquisitions could result in Keane having to incur additional debt and/or contingent liabilities. Any of these
possibilities could have a material adverse effect on Keane's business, financial condition and result of operations.

The complex process of integrating Metro and SignalTree Solutions with Keane may disrupt the business activities of
the Company and affect employee morale, thus affecting the Company's ability to pursue its business plan and retain
key employees. Integrating the operations and personnel of Metro Information Services, Inc., which Keane acquired

in November 2001, and SignalTree Solutions, which the Company acquired in March 2002, with Keane is a complex
process. The integration of each of Metro and SignalTree Solutions may not be completed in the expected time period
or may not achieve the anticipated benefits of the merger. The successful integration of Metro and SignalTree Solutions
with Keane requires, among other things, integration of finance, human resources and sales organizations. The diversion
of the attention of Keane's management and any difficulties encountered in the process of combining the companies
could cause the disruption of, or a loss of momentum in, the activities of the combined company's business. Further,
the process of combining Metro and SignalTree Solutions with Keane could negatively affect employee morale and the
ability of the combined company to retain some of its key employees after the merger. The inability to successfully
integrate the operations and personnel of Metro and SignalTree Solutions with Keane could have a material adverse
effect on Keane’s business, financial condition and results of operations.

Dependence on Personnel. Keane's growth could be limited if it is unable to attract personnel in the Information

Technology and business consulting industries. Keane believes that its future success will depend in large part on its
ability to continue to attract and retain highly skilled technical and management personnel. The competition for such
personnel is intense. Keane may not succeed in attracting and retaining the personnel necessary to develop its business.
If Keane does not, its business, financial condition and result of operations could be materially adversely affected.

Highly Competitive Market. Keane faces significant competition for its services, and its failure to remain competitive

could limit its ability to maintain existing clients or attract new clients. The market for Keane's services is highly
competitive. The technology for custom software services can change rapidly. The market is fragmented, and no
company holds a dominant position. Consequently, Keane's competition for client assignments and experienced
personnel varies significantly from city to city and by the type of service provided. Some of Keane's competitors are
larger and have greater technical, financial and marketing resources and greater name recognition in the markets they
serve than does Keane. In addition, clients may elect to increase their internal information systems resources to satisfy
their software development and integration needs.

In the healthcare software systems market, Keane competes with some companies that are larger in the healthcare market
and have greater financial resources than Keane. Keane believes that significant competitive factors in the healthcare
software systems market include size and demonstrated ability to provide service to targeted healthcare markets.
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Keane, Inc. Consolidated Balance Sheets

(In thousands except share amounts)

December 31, 2001
Assets
Current:
Cash and cash equivalents $ 65,556
Marketable securities 63,687
Accounts receivable, net:
Trade 160,172
Other 3,109
Prepaid expenses and deferred taxes 20,026
Total current assets 312,550
Property and equipment, net 33,701
Goodwill, net 224,891
Customer lists, net 53,659
Orther intangible assets, net 26,292
Deferred taxes and other assets, net 28,810
$ 679903
Liabilities
Current:
Accounts payable 13,723
Accrued expenses and other liab 51,980
Accrued compensation 34,161
Notes payable —
Accrued income taxes 4,675
Unearned income 5,178
Current capital lease obligations 1,154
Total current liabilities 110,871
Deferred income taxes 25,656
Long-term portion of capital lease and other obligations 14,203
Commitments and contingencies (Note 1)
Stockholders’ Equity
Preferred stock, par value $.01, authorized 2,000,000 shares, issued none
Common stock, par value $.10, authorized 200,000,000 shares, issued and outstanding 75,223,971 in 2001 and 72,446,101 in 2000 $ 7522
Class B common stock, par value $.10, authorized 503,797 shares, issued and outstanding 284,891 in 2001 and 2000 28
Additional paid-in capital 162,269
Accumulated other comprehensive income (2,007)
Retained earnings 361,361
Less treasury stock at cost, 5,055,602 shares of Common Stock in 2000 —
Total stockholders' equity 529,173
$ 679,903

The accompanying notes are an integral part of the consolidated financial statements.

2000

$ 53783
59,179

164,706
1,428
15,533
294,629

24,132
75,497
10,196
32,968
26,172
$ 463,594

16,820
26,953
17,709
5,006
9,003
4,611
1,230
81,332

9,205
2,380

$ 7245
28

121,444
(4.637)
343,974
(97.377)
370,677

$ 463,594
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Keane, Inc. Consolidated Statements of Stockholders’ Equity
For the Years Ended December 31, 1999, 2000 and 2001

(In thousands except share amounts)

Other
Compre- Total
Class B . i Treasury

Additional  hensive Stock-
Common Stock Common Stock Paid-in Income  Retained Stock at Cost holder’s

Shares Amount Shares Amount Capital (Loss) Earnings Shares Amount Equity
Balance January 1, 1999 71,363,272 $7,136 285,303 $29  $109,606 ($764)  $250,546 (313,064) ($2,769)  $363,784
Common Stock issued under stock option and employee purchase plans 721,893 72 10,689 _ i (6,332) (162) 10,599
Conversions of Class B Common Stock into Common Stock 191 (191) ! i —
Income tax benefit from stock option plans 515 | 515
Repurchase of Common Stock ' ﬁ (1,000,000} (23.910) (23,910)
Investments valuation adjustment (1.263) , . (1,263)
Net income _ L 73,074 73,074
Comprehensive income ; 71,811

i | \
Balance December 31, 1999 72,085,356 7,208 285,112 29 120,810 (2,027) 323,620 (1,319,396) (26,841) 422,799
Common Stock issued under stock option and employee purchase plans 360,524 36 320 _ 394,794 10,389 ! 10,745
Conversions of Class B Common Stock into Common Stock 221 I 221) (n , | —
Income tax benefit from stock option plans 314 ” 314
Repurchase of Common Stock (4,131,000) (80,925) (80,925)
Investments valuation adjustment K 538 538
Foreign currency translation adjustment ! (3,148) (3.148)
Net income ; © 20,354 i 20,354
Comprehensive income ' _ 17,744
: | | ”
Balance December 31,2000 72,446,101 7,245 284,891 328 121,444 (4,637) 343,974  (5,055,602) (97,377) 370,677
]

Common Stock issued under stock option and employee purchase plans 18,000 | (8.894) . 737,348 15,186 M 6,293
Common Stock issued in connection with acquisition of Metro Information Services, Inc. 2,759,870 276 “ 49,460 i 4,644,454 | 86,236 _ 135,972
Income tax benefit from stock option plans v 259 | 259
Repurchase of Common Stock . (326,200) (4,045) h (4,045)
Investments valuation adjustment ’ i 1,181 ' “ 1,181
Foreign currency translation adjustment W 1,449 i 1,449
Net income 17,387 ; 17,387
Comprehensive income 20,017
Balance December 31,2001 75,223,971 $7,522 284,891 528 $162,269 ($2,007) $361,361 — —  $529,173

The accompanying notes are an infegral part of the consolidated financial statements.
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KEANE, INC. NOTES TO CONSOLIDATED STATEMENTS

Years ended December 31,2001, 2000, and 1999.
(All amounts in thousands unless stated otherwise and except for share and per share amounts)
A, Summary of Significant Accounting Policies

Basis of Presentation — The consolidated financial statements include the accounts of Keane, Inc. (the
"Company”) and its wholly owned subsidiaries. All significant intercompany transactions have been eliminated.

Certain prior year amounts have been reclassified to conform to the current year presentation.

Fiscal Year — The Company records activity in quarterly accounting periods of equal length based on a monthly
schedule of one five-week month followed by two four-week months. Differences in amounts presented and those
which would have been presented using actual year end dates are not material. All references to “fiscal 2001,” “fiscal
2000 and “fiscal 1999” in the financial statements and accompanying notes relate to the years ended December 30,
2001, December 31,2000 and December 31, 1999, respectively. For ease of presentation, December 31 has been
utilized for all financial statement captions.

Nature of Operations = Keane provides information technology (IT) and business consulting services. The
Company divides its business into three main lines: Business Consulting, Application Development and Integration
(ADI) and Application Development and Management (ADM) Outsourcing.

Keane’s clients consist primarily of Global 2000 organizations, government agencies and healthcare organizations.
The Company services clients through branch office operations in major markets of North America and the United
Kingdom.These offices are supported by Keane Consulting Group, a centralized Strategic Practices Group representing
Keane’s core services and key competencies, and seven Advanced Development Centers (“ADCs”) in the U.S., Canada
and India. This delivery structure allows the Company to provide clients with world-class capabilities representing
the organizational experience and best practices of the entire Company on a responsive and cost-effective basis.

Revenue Recognition — The Company provides business consulting and system design, implementation, and
support services under fixed price and time and materials contracts. For fixed price contracts, revenue is recorded
on the basis of the estimated percentage of completion of services rendered. Losses, if any, on fixed price contracts
are recognized when the loss is determined. For time and materials contracts, revenue is recorded at contractually
agreed upon rates as the costs are incurred. Revenues for software application sales are recognized on the basis of
customer acceptance over the period of software implementation.

Allowance For Bad Debts —The Company evaluates its accounts receivable for risk associated with a client’s
inability to make contractual payments or unresolved issues with the adequacy of Keane’s services delivered under
maintenance agreements. Billed and unbilled receivables that are specifically identified as being at risk are provided
for with a charge to reduce revenue in the period the risk is identified.
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Goodwill and Intangible Assets = Intangible assets consist principally of goodwill and acquired customer-based
intangibles, non-competition agreements, and software initially recorded at fair value. Intangibles are amortized on a
straight-line basis over 15 years for goodwill and 3 to 15 years for other intangibles. At each reporting date, management
assesses whether there has been a permanent impairment in the value of its long-term assets and the amount of such
impairment by comparing anticipated undiscounted future cash flows from acquired business units with the carrying
value of the related goodwill. The factors considered by management in performing this assessment include current
operating results, trends and prospects, as well as the effects of demand, competition and other economic factors.
Accumulated amortization at December 31,2001 and 2000 was $46.9 million and $35.4 million, respectively.

income Taxes — The Company accounts for income taxes under the liability method, which requires recognition

of deferred tax assets, and liabilities for the expected future tax consequences of events that have been included in
the financial statements or tax returns. Deferred tax assets and liabilities are determined based on the difference

between the financial statement and tax bases of assets and liabilities using enacted tax rates in effect for the year
in which the differences are expected to reverse.

Comprehensive Income — Statement of Financial Accounting Standards No. 130, “Reporting Comprehensive
Income” establishes rules for the reporting and display of comprehensive income and its components. Components
of comprehensive income include net income and certain transactions that have generally been reported in the
consolidated statement of stockholders’ equity. Other comprehensive income is comprised of currency translation
adjustments and available-for-sale securities valuation adjustments. At December 31,2001, accumulated other
comprehensive income was comprised of foreign currency translation adjustment of $2.5 million and securities
valuation adjustment of ($.5) million, net of tax. At December 31, 2000, accumulated other comprehensive income
was comprised of foreign currency translation adjustment of $3.9 million and securities valuation adjustment of

$.7 million, net of tax.

Stock-Based Compensation — The Company grants stock options for a fixed number of shares to employees
with an exercise price equal to the fair value of the shares at the date of grant. The Company accounts for stock
options grants in accordance with APB Opinion No. 25,“Accounting for Stock Issued to Employees™ and accordingly,
recognizes no compensation expense for the stock option grants. The Company also grants restricted stock for a
fixed number of shares to employees for nominal consideration. Compensation expense related to restricted stock
awards is recorded ratably over the restriction period.

Legal Costs = The Company accrues costs of settlement, damages and under certain conditions, costs of defense
when such costs are probable and estimable. Otherwise, such costs are expensed as incurred.

Use of Estimates — The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities, the disclosure of contingent assets and liabilities at the date of the financial statements, and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.
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B. Investments

The following is a summary of available-for-sale securities:

Gross Unrealized Estimated
Cost Gains Losses Fair Value

December 31, 2001 \
US Government Obligations $ 30017 | 338 | $ 30,344
Corporate bonds 27,906 : 651 285 28,272
Corporate passthroughs 4997 75 | 5,071
62,920 _ 1064 297 63,687
Due in one year or less 8517 _ 8,705
Due after one year through three years 22,927 m 23,133
Due after three years 31476 | 31,849
62,920 _ 63,687

December 31, 2000 _
US Government Obligations 27,441 _ 30 178 27,293
Corporate bonds 20886 | 67 1,203 19,750
Corporate passthroughs 12,092 ” 62 I8 12,136
60,419 159 1,399 59,179
Due in one year or less 5,237 5,237
Due in one year through three years 34,838 v 33438
Due after three years 20,344 20,504
$ 60419 $ 59,179

Proceeds from the sale of available-for-sale securities were approximately $102.3 million during 2001. Net realized

gains on those sales were $1.2 million. There was no gain or loss, based on a specific identification basis, realized
on the sale of available-for-sale securities during the years ended December 31,2000 and 1999.
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E. Accrued Expenses and Other Liabilities

Accrued expenses and other liabilities consist of the following:

December 31, 2001 2000
Accrued employee benefits $ 8322 $ 8226
Accrued rent obligations — 1,609
Accrued restructuring 21,723 6,332
Other 21,935 10,786

$ 51,980 $ 26,953

F. Notes Payable

In connection with the Company’s acquisition of Parallax Solutions Ltd in February of 1999, the Company issued a
$6.6 million note payable to the former owners. During the year 2001, the Company paid the remaining balance of
$4.0 million related to this note.

G. Capital Stock

The Company has three classes of stock: Preferred Stock, Common Stock and Class B Common Stock. Holders
of Common Stock are entitled to one vote for each share held. Holders of Class B Common Stock generally vote
together with holders of Common Stock as a single class but are entitled to 10 votes for each share held. The
Board of Directors is authorized to determine the rights, preferences, privileges and restrictions of any series of
Preferred Stock, and to fix the number of shares of any such series. The Common Stock and Class B Common
Stock have equal liquidation and dividend rights except that any regular quarterly dividend declared shall be $.05
per share less for holders of Class B Common Stock. Class B Common Stock is nontransferable, except under
certain conditions, but may be converted into Common Stock on a share-for-share basis at any time. Conversions
to common stock totaled 221 and 191 shares in 2000 and 1999, respectively. There were no conversions during
2001. Shares of common stock reserved for conversions totaled 284,891 at December 31, 2001.

H. Benefit Plans

Stock Option Plans — The Company has four stock-based compensation plans, which are described below. The
Company adopted the disclosure provisions of SFAS [23, "Accounting for Stock-Based Compensation,” and has
continued to apply APB Opinion 25 and related interpretations in accounting for its plans. Had compensation cost
for the Company's stock-based compensation plans been determined based on the fair value at the grant dates as
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.

In December 2000, the Company initiated a new “Time Accelerated Restricted Stock Award Plan” (TARSAP) under
its 1998 Stock Incentive Plan, whereby the vesting of certain stock options is directly impacted by the performance
of the Company. The vesting of stock options granted under the TARSAP accelerates upon the meeting of certain
profitability criteria. If these criteria are not met, such options will vest five years after the date of grant and expire
at the end of ten years.

The Company believes that tying the vesting of larger blocks of certain stock options directly to financial performance
more effectively utilizes options that would have been granted in future years, while making employees true stakeholders.
The Company also anticipates that more closely aligning the interest of management and key employees with share-
holders will focus employees on the goals and objectives most important to shareholders, and that the granting of
such options were an important factor in securing employee confidence, commitment, and trust at a critical junction
in the implementation of its new strategic plan. Finally, the Company believes that the cost to shareholders of these
additional options can be kept reasonable as a result of its stock repurchase program. Since May of 1999, the Company
has invested $108.9 million to repurchase 5,457,200 million shares of its common stock under three separate
authorizations.

The 2001 Stock Incentive Plan provides for grants of stock options for up to 7,000,000 shares of the Company’s
Common Stock to employees, officers and directors of, and consultants and advisors to, the Company. Generally,
options expire five years from the date of grant, require a purchase price of not less than 100% of the fair market
value of the stock as of the date of grant, and are exercisable at such time or times as the Board of Directors in
each case determines. The Company may grant options that are intended to qualify as incentive stock options under
Section 422 of the Internal Revenue Code (“incentive stock options”) or nonstatutory options, restricted stock
awards and other stock-based awards, including the grant of shares based upon certain conditions not intended

to qualify as incentive stock options.

In November 2001, the Company completed its merger with Metro Information Services, Inc. In connection with
the merger, the Company assumed all options, whether vested or unvested, to purchase Metro’s common stock,
issued under.Metro’s stock option plans. Each option to purchase shares of Metro’s common stock outstanding
as of November 30,2001 became an option to acquire a number of shares of Keane common stock equal to the
number of shares of Metro’s Common Stock subject to such option, multiplied by a conversion ratio of .48. The
option price has been proportionally adjusted. The number of adjusted shares under the Metro plan is 571,058.
There were no shares exercised under this plan during December 2001.

The weighted-average fair value of options granted under both Plans during the years ended December 31, 2001,
2000 and 1999 was $11.96, $11.53 and $14.39, respectively.
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Stock Purchase Plans = The Company's 1992 Employee Stock Purchase Plan provides for the purchase of
4,550,000 shares of Common Stock by qualifying employees at a purchase price of 85% of the market value of the
stock on the purchase date. During 2001, 2000 and 1999 participants in this plan purchased 575,841, 384,209, and
310,051 shares, respectively. Shares available for future purchases totaled 1,963,931 at December 31,2001.

Incentive Compensation Plans — During 1988, the Company established incentive compensation plans for certain
officers and selected employees. Payments under the plans are based on actual performance compared to stated
plan objectives. Compensation expense under the plans in 2001, 2000 and 1999 approximated $18.3 million, $11.2
million and $8.3 million, respectively.

Deferred Savings and Profit Sharing Plan = During 1984, the Company established a deferred savings and profit
sharing plan under Section 401 (k) of the Internal Revenue Code. The plan enables eligible employees to reduce their
taxable income by contributing up to 5% of their salary to the plan. The Company makes discretionary contributions
to the plan based on a percentage of contributions made by the eligible employees and profits of the Company. The
Company's contributions vest after the employee has completed 42 months of service and for 2001, 2000 and 1999
amounted to approximately $4.5 million, $5.0 million and $5.1 million, respectively.

efined Benefit Plan = The Company has a defined benefit pension plan that provides pension benefits to employees
of the Company’s U.K. subsidiary. Such benefits are available to employees who were active on August 4, 1998 and not
to employees who joined the Company after that date, and based on the employee’s compensation and service. The
plan is closed to new employees. The Company’s policy is to fund amounts required by applicable government
regulations. Total pension expense for 2001, 2000, and 1999 was approximately $1.2 million, $1.4 million, and $1.4
million, respectively.

The Company’s projected benefit obligation at December 31, 2000 was approximately $15.2 million. During 2001,
service cost and interest cost were $1.6 million and $1.0 million, respectively. Also during 2001, employee contributions,
actuarial gain, and benefits paid were $.3 million, $1.0 million and $.3 million, respectively. The projected benefit
obligation at December 31,2001 was $16.8 million.

The fair value of the plan assets as of December 31, 2000 was $17.0 million. The actual return for the year ended
December 31,2001 was a reduction in plan assets of $2.6 million. During 2001, employer and employee contributions
totaled $1.5 million and benefits paid totaled $.3 million. The fair value of the plan assets at December 31,2001 was
$15.6 million.

The components of the 2001 net periodic pension cost were as follows: service cost was $1.6 million, interest cost was
$1.0 million, the expected return on plan assets was $1.4 million, and net amortization and deferrals was $.4 million.

. Related Parties, Commitments, and Contingencies

The Company's corporate offices are located in Boston, Massachusetts. The building is leased from a partnership in
which an officer and certain directors and shareholders of the Company are limited partners. The lease is for a term
of twenty years at annual rentals considered to be at prevailing market rates and lasts through 2006.
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it is seeking. The parties are presently engaged in discovery. Because the lawsuit is in pre-trial stages, management is
unable to estimate the effect, if any, it may have on its consolidated financial position or consolidated results of operations.

The Company is involved in other litigation and various legal matters, which have arisen in the ordinary course of
business. The Company does not believe that the ultimate resolution of these matters will have a material adverse
effect on its financial condition, results of operations, or cash flows. The Company believes these litigation matters
are without merit and intends to defend these matters vigorously.

J. Income Taxes

The provision for income taxes includes federal, state and foreign income taxes currently payable and those deferred
because of temporary differences between the financial statement and tax bases of assets and liabilities.

For financial reporting purposes, income before income taxes includes the following components:

Earnings Before Income Taxes

Domestic $27,721
Foreign 1,501
Total income before provision for income taxes $29,222

The provision for income taxes consists of the following:

December 31, 2001 2000 1999
Current , _
Federal $ 8993 | $ 6748 $ 34230
State 147 | 1,958 9,283
Foreign 886 570 1230
Total Current 10,026 19276 | 44,743
Deferred u
Federal 1,605 (4.283) _ 3,570
State 412 (898) | 626
Foreign (209) (263) | 800
Total Deferred 1,808 (5444) 4,996

$11834 | $ 1383 | $ 49739
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K. Business Acquisitions

On November 30, 2001, the Company completed the merger of Metro Information Services, Inc. (Metro), a provider
of information technology, or IT consulting and custom software development services and solutions. The merger was
completed by exchanging all of the Common Stock of Metro for 7.4 million shares of the Company’s Common Stock.
Each share of Metro was exchanged for .48 of one share of Keane common stock. In addition, outstanding Metro
stock options were converted at the same ratio into options to purchase 571,058 shares of Keane Common Stock.

In accordance with recently issued Statement of Financial Accounting Standards No.141,“Business Combinations,”
and certain provisions of Statement of Financial Accounting Standard No. 142,“Goodwill and other Intangible Assets,”
The Company used the purchase method of accounting for a business combination to account for the merger, as

well as the new accounting and reporting regulations for goodwill and other intangibles. Under these methods of
accounting, the assets and liabilities of Metro, including intangible assets, were recorded at their respective fair values.
All intangible assets will be amortized over their estimated useful life with the exception of goodwill. The financial
position, results of operations and cash flows of Metro were included in the Company’s financial statements effective

as of the merger date.

The total cost of the merger was $162.4 million. Portions of the purchase price, including intangible assets, were
identified by independent appraisers utilizing proven valuation procedures and techniques. In addition, the restructuring
component of the purchase price was in place at the date of acquisition.

The components of the purchase price allocation is as follows:

Consideration and Merger Costs (in thousands)

Value of stock issued $ 130,796
Fair value of options exchanged 4,754
Transaction costs 7,786
Restructuring 10,972
Deferred Tax Liability 8,141
Total $ 162449
Allocation of Purchase Price

Net liabilities assumed $ (37,984)
Customer lists 45,200
Non-compete agreements 900
Goodwill 154,333
Total $ 162,449




'siseq 21e39.433e ue JO [enplalpul ue JayR uo Auedwo) syl 01 [elIBIEW J0U AueMm Aoy

se papiaodd uasq Jou aaey suonisinboe asay .oy suonesado Jo sINSAU w0y O1g “SaeIA UIIYY 03 3uyd woy SuBued
sporsad 4oA0 siseq aul-y3re.ns e uo pazpJowe 3ulaq si pue [IMpooS pue s3asse 9(qIBUEBIUI S|qeYRUSP] 01 PAIEJO|E Usaq
SBY S13SSE 13U BY) JO AN|BA JIB} SY1 J9A0 921ud Bseyaund oy Jo $593Xd ay| "uoISINDIE JO B3Ep SYI WO BWOUI JO
UBWAIEIS pAdepIosuod sAuedwon) syl ul papnpul uaaq aAey satuedwod pasinboe asayl jo suonesado jo sinseu sy}

"9214d aseydand [euonIppe Se papJoIaJ U9aq SeY pue ‘$31dUISUUOD 3SIYI O3 PRle[Rd UOI[|IW T'|$ [eUonippe

ue pred Auedwo)) ays ‘| gz Bung ‘sseuisnq pasinboe ayl jo ssuewuopiad Sunesedo uodn peseq uonesspis

-u03 3u38uNUOd papnjou) ad1id aseydnd Jy3 ‘SISED UIBIIID U] "664| Ul UOIJJIW & /9$ PUE DOOT Ul UOHILI £GE¢ PajeIod
‘Bupunodde jo poyzaw aseydand ayy Suisn Joj ParuUNOIIE UM YIIYM ‘suonisinboe asayl Jo 1500 8y | 48a3ens sseuisng
sAuedwo) ays 03 Aseauswa|dwos sassauisng jo suonisinboe [e1aAss pats|dwos Auedwod ays ‘466 PUB 0007 Surng

e $ I $ (paanyip) aueys 4ad swodul I8N u
g ¢ w$ (o15eq) aueys sod awodul 1
8LL'TC 0L8'F| awodul 33N
LpS'S8I'T S 1486701 $ SINUBA3I [€10]
000¢ 160¢ ‘] € 43qWIRd3Q PIPUS SYIUO[] A|SM]

"suonesado jo synsad Jo uonisod [eI>UBUY 4NIN JO dAITEDIPU] AJIIEBSSIIBU ) SI JOU

‘pauasadd sposiad sy jo ZuiuuiBaq aup e pauinddo sssiew ayl pey patsodad usaq Ajenidoe aaey pjnom eyl suonesrado
JO S3NS3J BY3 JO 2AREDIPUI A|lIeSSIIDU 10U S| put Ajuo sasodand aanesedwod a0y paauasaud st uopewoul feIdUBUY
pasuapuod paulquiod euwio} oud paulpneun "000T ‘| AJenuef Je padinddo pey Ja84ewW a3 i st 0118y pue Auedwon)
3y JO SIUDBWIDIEIS [EDLIOISIY BT SUIGUIOD SWIOIUS JO SIUSWIBIEIS PISUIPUOD PAUIGUIOD BwlIoy oud pallpneun ay |

$g6'/€ ¢ $195S€ BN |
8€6'59 a|qeed 10N |

688'¢ SaINIqRI| JAYIO
0086 uopesuadwod panidy
£89°¢€ ajqeded syunoddy w
9TT'Sk SERA LTI
08T 19u uswdinba g wueyd Kisadouy |
¥00°I ’ $I9SSE JUBLIND SO |

078'of 8|qeAIdda. SIUNOIDY

[44] $ ysed
(spuesnoy ur)

inboe Je 0133l Jo pawnsse sapi|iqel] pue paJinboe s1asse
Jofew 3y jo yoea o1 paudisse syunowe Syi BuiSoISIP 193Ys IdUEJRq PASUBPUOI aY) sIuasa.d ajqer Buimoyjo) ay |




L. Bank Debt

In July 1995, the Company secured a $10 million demand line of credit from a major Boston bank, which expires in

July of 2002. Borrowings will bear interest at the bank's base rate (the prime rate). There were no borrowings
under this line during 2001 or 2000.

M. Earnings Per Share

A summary of the Company's calculation of earnings per share is as follows:

Years Ended December 31, 2001 2000 1999

Net income $ 17,387 $ 20354 @ $ 73,074

Weighted average number of common shares outstanding 68,474 69,646 71,571
used in calculation of basic earnings per share k,

Weighted average number of common shares outstanding 69,396 69,993 72,395

used in calculation of diluted earnings per share
Earnings per share
Basic $ .25 $.29
Diluted $.25 $.29

!
|
Incremental shares from the assumed exercise of dilutive stock options 922 | 347 824
m
!
i
|
1
|
|

$1.02
$ 1.01

For the period ending December 31, 2001, there were 2,348,368 options for common stock, which were excluded
because they were anti-dilutive.

N. Restructuring Charges

In the fourth quarter of 2001, 2000 and 1999, the Company recorded restructuring charges of $10.4 million, $8.6
million and $13.7 million, respectively. Of these charges, $4.4 million, $1.7 million and $3.8 million related to a work-
force reduction, primarily technical consultants, of approximately 900, 200 and 600 employees for the years 2001,
2000 and 1999, respectively. In addition, the Company performed a review of its business strategy and concluded
that consolidating some of its branch offices was key to its success. As a result of this review, the Company wrote
off $.8 million in 2001, $3.4 million in 2000 and $4.8 million in 1999 of assets, which became impaired as a result of
these restructuring actions. The charges included $4.0 million in 2001, $ 3.5 million in 2000 and $ 5.1 million in

1999 for branch office closings and certain other expenditures.

During the fourth quarter of 2001, the Company determined that the cost to consolidate and/or close certain non-
profitable offices would be higher than the original estimate. The change in estimates resulted in an addition to the
Company’s restructuring liability of $1.2 million.
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Price Range of Common Stock and Dividend Policy = The Company's Common Stock is traded on the
American Stock Exchange under the symbol "KEA." The following table sets forth, for the periods indicated, the high
and low closing price per share as reported by the American Stock Exchange.

Stock Price High Low
2001

First Quarter $18.63 : $9.76
Second Quarter 22.00 11.80
Third Quarter 19.90 12.95
Fourth Quarter 19.70 . 13.41
2000

First Quarter $30.94 $22.19
Second Quarter 29.38 20.38
Third Quarter 25.00 15.84
Fourth Quarter 15.95 9.75

The Company has not paid any cash dividend since june 1986. The Company currently intends to retain all of its
earnings to finance future growth and therefore does not anticipate paying any cash dividend in the foreseeable future.
The Company's Articles of Organization restrict the ability of the Board of Directors to declare regular quarterly
dividends on the Class B Common Stock.

Selected Quarterly Financial Data (Unaudited) (in thousands except per share amounts)

Ist Quarter 2nd Quarter 3rd Quarter 4th Quarter
Year Ended December 31, 2001 ‘ ,

Total revenues $208,346 ~ $196,995 $186,637 . $187,181
Income (Loss) before income taxes 14211 11,256 8,908 : (5.154)
Net income (Loss) 8,454 _ 6,698 5302 (3,067)
Net income (Loss) per share (basic) 2 .10 08 . (.04)
Net income (Loss) per share (diluted) A2 .10 .08 (.04)
Year Ended December 3, 2000

Total revenues $216,208 , $221,799 $219,671 $214,278
Income (Loss) before income taxes 9,265 13,400 13,884 (2,363)
Net income (Loss) 5511 7,975 8,260 (1.392)
Net income (Loss) per share (basic) 08 Al A2 (.02)

Net income (Loss) per share (diluted) .08 N A2 (.02)
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DIRECTORS AND OFFICERS

John . Keane, Director 4
Chairman of the Board

Brian T. Keane, Director ©
President and Chief Executive Officer

Philip J. Harkins, Director 40
President, Linkage Incorporated

Winston R. Hindle, Jr., Director 2 ©
Senior Vice President (Retired)
Digital Equipment Corporation

John F. Keane, Jr., Director 2
Chief Executive Officer
ArcStream Solutions

John F Rockart, Director U
Senior Lecturer
Sloan School of Management, MIT

Maria Cirino, Director ©0
President and CEO
Guardent

John Fain, Director
Senior Vice President
Keane, Inc.

Stephen D. Steinour, Director ¢ 0
Chairman and CEO
Citizens Bank of Pennsylvania

Independent Auditors: Ernst & Young, Boston, MA
Transfer Agent: EquiServe, Boston, MA
Legal Counsel: Hale and Dorr LLP, Boston, MA

Annual Meeting: Wednesday, May 29, 2002, 4:30 p.m,,
Hale and Dorr LLP, 60 State Street, Boston, MA

Hal ). Leibowitz, Clerk
Senior Partner
Hale and Dorr LLP

Robert B. Atwell ©
Senior Vice President,
North American Branch Operations

lrene Brown ©
Senior Vice President, Keane, Inc.
Managing Director, Keane Ltd

Francis M. Cleary
Treasurer and Assistant Clerk

John J. Leahy ©

Senior Vice President,
Finance and Administration
Chief Financial Officer

Raymond W. Paris ©
Senior Vice President,
Healthcare Solutions

Renee Southard ©
Senior Vice President,
Human Resources

Linda B.Toops ©
Senior Vice President, Keane, Inc.
President, Keane Consulting Group

Investor Relations: For additional information on
Keane, shareholders, security analysts, and institutional
investors should contact Larry M.Vale,Vice President of
External Communications, Keane, Inc., Ten City Square,
Boston, MA 02129, IR@keane.com.

O Member of the Leadership Team
< Audit Committee
O Compensation Committee

_
m
i
|
|
|
_
_
!

4 Governance and Nominating Committee

Keane considers diversity a valuable asset
to our Company and embraces both the
letter and the spirit of all equal employment
‘cvvo;:ad\ statutes. We welcome people
for employment without discrimination
because of their race, color, religion, gender,
national origin, marital status, veteran’s
status, age, disability, or sexual orientation.
We select, develop, promote, compensate,
and recognize employees based on individual
ability and job performance. We strive

to maintain a working environment free

of any form of harassment or intimidation.

Annual Report on the Internet: The online
version of Keane'’s annual report including the 10-K
and other financial documents can be accessed

at www.keane.com/investors.

Quarterly earnings: Listen to Keane'’s 2002
quarterly earnings release conference calls via
live webcasts at www.keane.com/investors.
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Corporate Headquarters
Keane, Inc.

Ten City Square

Boston, MA 02129

USA

617-241-9200

keane.com
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